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CHAPTER I 
THE CONCEPTUAL FRAMEWORK 



INTRODUCTION 

A day rarely passes in the working career of a professional 

adult educator when he is not confronted with an economic decision. At 

specific times his attention will focus on — among other things: 

the financing of an educational program; the expected student registration 

(consumer demand for his service); the equating of teacher slipply with 

proposed programs; the expected financial returns from progrjims (total 

revenue); the determination of prograti^ output by ot.her adult education 

V 

institutions (the competitive structure); relating one^s programs to the 
regional population (educational planning); promotion of the various 
program offerings; paying for one*s operating budget through selected 
educational programming and administrative management techniques, and, 
if possible; showing a profit. These economic decisions are but a 
token representation of the economic reality faced by adult educators. 

Within this economic reality adult education is 
defined as an institutional sub-sector. Over 2,000 books and articles 
have appeared reporting the research of scholars in this area.^ The 
coverage has centered around twelve major themes, including-: 
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"1. International and Intranational studies of expenditures 
on education; ^ , 

2. Financing education; 

3. The demand for higher education; 

4. Teacher supply and demand; 

5. The production ^rld distribution of education; 

6. Efficiency In fe^ucatlonal organizations; 

7. Investment in education, Investment criteria a'pproprlate 
to education, afnd a^ialysls of differential rates of 
return; ^ 

8. The role of eclu'catlon in the 'War on Poverty (U.S.)'; 

9. Education an^' economic growth; 
10^ Educational planning; 

11. Educational otgolescence ; 2 

12. The competitive structure of education." 

The question then becomes: "Why has there been such a growing 

Interest In applying econjomlc methodology to education In general, and 

i 

adult education In particular?" ' A two-fold framework may be used to assess 

this question. In the flVst Instance, the answer Is found when one defines 

the term " economics " and an economic ralson d 6tre. 

Economics Is defltled as: "The study of how men and society choose, 

with or without the use Of money, to employ ^scarce productive resources 

to produce various commodities or* services over time and distribute them 

for consumption, now and In. the future, among various people and groups In 
3 

society". In other words, economics Is concerned with man's desire to 
satisfy as many wants as possible within a given stock of resources. 
The latter Is composed of various forms of land, labour or capital. This 
satisfaction of desires is achieved by using the stock of available resources 
as efficien^tly as possible so as tcS derive the greatest possible benefit. 
"Economics does not prejudge society's desires. It is not a discipline 
concerned with morals. Rather it takes society ' s 'wishes as given and 
attempts to fill as many of these desires as possible with ^ minimum 
of resource input". ^ 



The methodology of econonjics Is therefore applied not only to 
its traditional areas of money , International trade, the business firm, 
etc., but also to the problems j^f determining efficient resource 
allocation attainment as relat^^d to education, regardless of the" 
Specific institution under consideration. 

One must, however, detejcmine if the reality of the situation is 
sufficiently demanding to use leconomic analysis. This is the second 
portion of the framework. j i 

The demand for economij: analysis is sufficient if any 

observable amount of resources is being spent* on education programs. ^ 

/ j 
A need for economic analysis |is further justified if -the 

amount of resources (herein deferred to as money) is great enough to 

demand a separate expense caj'tegory within a governmental operating' 

budget. As Table I below ciearly indicates, Canada has come of age 

relative to expenditures on education. 

Over $6.5 billion was spent on education during 1969-70, and 

this is expected to rise to over $9.3 billion by 1973-74.^ As a portion 

of Canada^s total national income, educational expenditures accounted 

for 10%. However, over 20% of all. municipal, provincial and federal 

7 ' 

revenue went to education. Some 60 federal government departments and 
agencies contribute to education in one way or another. 
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For adult educatipn, over $800 million was 
allocated under the terms of %he Technical and Vocational Act of 1961. 
This act expired on Marci 31, 1967." The Federal 'government now pays th< 
full cost of vocational t:raining of adults, including living allowances 
under the Adult Ocqupatipnal Training Act of 1967. In the 1968-69 
governmental fiscal yearj the expenditure^ amounted to $319,640,000. In 
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the 1970-71 fiscal year the expjendltures were over $A06 million. The 
breakdown of this latter figure is seen in Table II below. 
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Expenditures under tne Adult Occupational Training Act 

1970-71 

Training Costs and Allowances ^ $213,690,000' 

Expenses under Old Agreements- 3 > 000, 000 

Capital Projects (construction costs . 105,950,000 

and equlprtent for vo-^-ed high schools) 

University Research Projects. 86,^-35,000 

Total Federal 'Expenditures^ $606,075,000 



One must therefore .corhcluded that economics, both as a general 
form of analytical evaluation and as an administrative dec j.sion-makinjg 
tool, is sufficiently needed throughout the .educational structure. ^ 

PURPOSE OF THE STUDY • ^ , . 



V/ithin the etrticture of adult education, program planning and 
administrative management atie areas which have become recognized a8 
iltitportant , not only for ther^selves, but as are-as wiChin which economic 
analysis may contribute to effective and efficient decision-tnaklng. 
Program planners, e8peci^l)Ly In the United States', and ijhcreabingly in 



Canada, are being continually (;onfronted by municipal, provincial and 
federal* funding personnel who wish the economic costs ancf benefits of 
adult education programs determined in| advance' or at least considered' 
as a part of a program's •summatiy^p evaluation. The cost-benefit 
component of a program has, in many' cases, become an equal partner to a ^ 
program formate's psychological-sociological-educational foundation. 

At the' management or administrative level, adult education 
administrators have always had to" compete\/ithin their own specific 
institutional framework for an operating budget. Because of its so- 
called marginality status, adult education-* s priorities have usually 
been subordinate to a school district's elementary and secondary needs. 
This has become even "more 'accentuated in reaent years due to the con- • 
straints placed on school district financing from the "taxpayer's revolt." 

The analogous situation occurs at th^ provincial or post-secondary 
level when a university or college adult education administrator must 
presenX his budgetary needs within the shadow of academic or proj^ssional 
departments. At the federaP level, manpower and traia-ing needs appear- tcju 
be secondary- when compared to other government portfolio dejmand^ — 
except in a crisis Situation, as presently faced by the Canadian economy. 
Whether adult educatidn to used merely -as a stop-gap solution or consid- 
ered within a friimework of long-xange planning still remains a moot point. 

A second form of competition, although not directly budgetary^ occurs 
for the' adult education admlnistratoif. This competitive form relates to 
the potential marke^t (students) for his educational programs (services). At* 
the local level, school districts, especially those that border each other 
or are within each other''s physical boundaries (university vs. community 



col luge vs. a high sc!)ooL district V5. a conimiinity*cent re) must compete 

ft/r ovcijrapping and/or limited maikets; overlappini', In the geographical 

§ense, and limitecL-by virtue of the Fact that less than 4% of the 

Canadian p'opulatlon attends adult education programs *(Seo Table XII), 

■ > ^ 

Ci>mpeL ition 'f or this student market (gepKraphi«ral var iations . assumed) 

fa 

usually takes ''four classic marketing forms: 

(1) - program o^erings by the adult education institutions; 

(2) communication about available programs 

(3) developmei|^ of fee schedules 
(A) location"of offerings, 

Jn summary, the adult education administrator is faced with a 
dual economic task: 

■ i 

(1) to prove beforehand that his programs will pay for the operating 
budget he is demanding, and 

^(2)*to make correct decisions both administratively and in the 
market-place to insure an efficiently bperating organization and a 
continuous inflow of participants and funds, v ^ 



The purpose of this study will be to present 'two concepts: 
planning, programming and budgeting systems (PPBS) and cost-benefit 
analysis (CBA) ^ Both should aid the. adult educator' at both the prograiji 
planning stage and within his administrative function. 
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SCOPE OF THE STUDY 



Because this study has dual purpose so too sliall the study's 
scope. Frqi^^the program planner's viewpoint* the pape^r will focus on the 
relationiship between cost-benefit analysis and its analytical framework — 
generally referred; to as the plarining-prograinming-budgeting system. 
Cbntinulng, the paper will then present and explain the components and 

, - \ 1 •■ . ■ . : - 

methodology of Cost-benefit analysis (CBA); concluding with an operational 



example. The of the above exercise- is to give the reader a 

'. . ' . »: w 

• conceptual and working overview of CBA as an e<;onomic and planning technique 

This process should demonsti^iate the gap between ideally set criteria in an^ 

<? ^ ^ ■ . ■ 

economic sense and what actually opcurs.when the technique is employed 

within an Institutignal setting.* From thig presentation the adult educator 

should b6 better prepared to ci^itically evaluate literature, expecta'tions 

and demands by TBA proponents. 

The adult' education administrator should be as concierned as the 

program planner with the above presentation since the administrator's ^ 

institutional viability depends ori newj-prtogtam development as well as a 

program's def ensibility relative to pthex educational and non-educational 

' ♦ ■ ■ • ■ ' * . ^' . 

budgetary needis. He will also be interested in how efficiently 

his organization i^ functioning. Since resources and markets are limited, 

. '^"^ . * , " ■ ^ • 

the more efficient his organization, the more program flexibility he would 
be' able to attain; and, hopefully, this adult education administrator would 
'be, in a good position to demand greater operating funnels, or at least be ^ * 
given the opportunity to take programming risks. 
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GHAfTER II 



ACCOUNTABILITY ANP THE PLANNING, PROGRAMMING, BUDGETING SYSTEM 

IN ADULX EDUCATION 



, . , INTRODUCTION 

» ' ■ . ' 

A review of literature pertaining to plannlng-prpgramming-budgeting 
system (PPBS) generally leads one into a mild state of confusion. On tfte 
one hand an -author will present the "fundamentals" of PPBS along with one 
or more illuminating' examples but give'little institutional or * 
historical framework related to the technique's usefulness,. On the other 
hand another author will attempt to give some institutional or historical 
perspective but become too involved with economic jargon as defined by the 
cost-ben&f it components of PPBS. . " 

In- an attempt to overcome the above , problems this chapter will 
develop the concept of accountability as a general rationale for. the use of 
a PPBS in adult education institutions. PPBS will be furthet explored 
within this adult education context, and once this decision-making framework 
is established, the paper, in Chapter III, wilf focus on one of the key 
evaluative techniques of PPBS, that of cost-benefit analysis (CBA),- 

ACCOUNTABILITY - A DEFINITION 



Accountability has come to 'mean Chat someone or some unit within 
a particular organization should be held responsible for the attaiijiment 



12 . . ' • 
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of specific objectives as just return for an investment of time, energy 
arid monfey.^ Thus, accountability may be considered as a process . designed 
to ensure that any individual can determine f(5r himself if the particular 
educational Institution is -producing the promised results . ' • 



^IlISTORipAL BACKGROUND^ ■ * , 

The juse of some form of accountability in various sector^of public 
and educational administration, including adult education, is not new. 
Administrators have always developed operating budgets^ which presented a 
line-by-line expenditure pattern, that is, expense and revenue categor^s 
such as "books", "maintenance'^, "tuition fees", etc., with a dollar amount 
after each of "the separate categories. These expense or revenue categories 
were aggregative in nature and only showed how much per category was spent 
or received. Little demand was made to develop expendlture^^r revenue 
reports related to specific programs or program activities; and, even less 
demand was made for reports liiikihg program costs with program benefits ♦ 
However, there is now a drive toward the adoption of accountability within 
a management systems approach fpr decision-making and expenditure allocation 

k J 

both in the public and educational administrative structures. *rh is manage- 
ment system approach is referred to as a Planning, Prpgramming, Budgeting 
System or PPBS. 

In its 19A9, report^ "Organization of the Executive Branch of 
Government", the Hoover Commission in the United States recommended that 
the government adopt a budget based .pn functions', ^a9tivities and objectives, 
which it designated a "performance budget". Approximately five years latef , 

13 * • ^ 17 



financial and economic researchers at the Rand Corporation (California) 
developed w^t is known as "program budgeting" for the United States Air 
ForcjB^^'^^ 1961 this budgeting format Was adopted ^throughout the United 
States Department of Defense, and in 1965, former President Johnson 
announced ^the establishment of a PPBS to be used by all civilian agencies 
of the federal government. Since this also included the Department of 
Health, Education and Welfare, this department naturally demanded the same 
type of fiscal and programming response from state and local educational 
institutions. This latter framework therefore caused PPBS to spread quickly 
throughout all levels of educational administration aud adult education. ^ • 

The current interest and activity in Canada relative to the intfb-A 
duction of PPBS at the federal level stems from the Glassco Commission reports 
published in 1962. The Commission recommended that the annual expenditure- 
estimates be prepared on the basis of programs and activities rather than 
standard objects of expenditures (line-by-line expenditures) and that future 
year requirements be determined on the basis of targets of accomplishment* 
rather than merely a continued projection of past operatipri^^ ' ^ 

In May of 1968 the Minister of Finance, announced that the Government 
of Canada would adopt the PPBS. According to the tninlstet, the system will 
provide government management with: "(1) clearly defined goals; (2) adequate 
means to determine the best mix of resources %o be used to achieve these ' 
goals; (3) a meaningful way to measure and report how well goaj-s are being 
met, and hpw efficiently resources are being' used". 

Presently, there appears to be more talk than action at^the federal, 
provincial and local public and educational administrative levels in 
Canadian government. The pressure, however, appears to be building for the 
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adoption of a P^BS decislon-^maklng prodedure to aid In the allocation of 

7 

''the scarce resources. • 



ADMINISTRATIVE SYSTEMS 

• * * " • • ■ 

I Generallj^, -one considers accountability as a principle ,t)f 

administration ) that Is, a fundamental characteristic of good management. 

Systems analysis Is, on the other hand, a technique that can be used, by an 

administrator to sharpen his judgements In order to make accountability 

mare meaningful; not only to hliraself but to other Interested parties.' More 

speolflcallyjj^ systems analysis may be viewed as a search for an evaluation 

of alternatives which are relevant to defined, objectives. In order that such 

* 8 

evaluations can be presented to declslon-ms^kers for their cohislderatlon. 

Wlthlfi the general framework of systems attelysls one specific 
method has been Identified as applicable and useful for most 
forms of public or educational administration, and program planning. The 
latter method Is called PPBS. Planning Is defined as the selection or 
Identification of- the overall, long-range objectives of the Institution and* 
the systeuiatlc analysis of various courses of action In terms of i;elatlve 
costs and benefits. ProRxrammlng Is '^e^ined as deciding on the specific 
courses of actloti to be followed In carrying out planning dec:^slons. *^ 

Budgeting is defined as translating planning and programming decisions into 

9 . • • - V 

specific flnmiclal plans. 

* In theory PPBS seeks to develop the data base and the underlying ^ 
structural' relationships needed to marginally allocate scarce resources to 
competing end userb. The ultimate goal is to make decisions in terms of the 



impact that additional dollars mightj^nak^ on the solution of problems 

faced by institutions in the^public sector of the economy. If there are 

diminishing returns to investment ' in the various planning areas, presumably 

there is some unique pattern Of tax or other resource allocation which will 

in ' ' ^ 

optimize benefits for all C9ncerned. 

In reality however, PPBS involves selecting long-range , objectives; 
decisions on specific courses of action to l)e follovj^d; and translation of 
planning and programming decisions into specific financial plans fdr • 
relatively short periods of time. To accomplish its bbjectives, PPBS^ 
requires orderly procedures for handling multi-year inputs (costs) and 
outputs (benefits). Its usefulness depends, in part, upon the existence 
of an analytical capability for systematically examining (she resource ^ 
implications of ^programs and for selecting the least-cost means -of 



achieving program objectives. 



) 



DEMAND FACTORS FOR PPBS ADOPTION 

r ^ 

^ . . . .. - 

The reasons that have been presented for the addption of PPJBS- , 
.within adult education and other public institutions are varied:- 

(1) There is increased competition with other social and educational 

t * 
programs for limited funds. Therefore the public and their representatives 

wouli look more favourably on the adult educator *s needs if he explained how 

and why he spent- (or will be^^pending) their money, and what he hopes to 

achieve at the activity level: ^ * ^ 

(2) < PPBS adoption 'is slated for the near future in federal and 
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provincial agencies. In or^er to acquire funds adult educatoirs will have 

i ' 

to confotm to the latter 's fiscal and programming demands; 

(3) Because funds are less plentiful, there is a growing interest 
in increasing program effectiveness, tha't is, the search for the best way 
to spend resources and to realize the greatest benefits; 

(A) The mechanics -of governance in continuing educatijon institutions 

and other adult education oriented institutions are receiving greater ^ 

attention by all those who wish to increase their participatijon in directing 

the future of these institutions. PPBS may insure that this jparticipatipn . 

« i -I 

can be accommodated on an orderly basis. This is a format which enhancep 

, I ^ ' ' t 

a more rational approach to resource allocation by providing Igreater 
Visibility for the increased number of- persons who will participate in all 
phases of the decision-tiaking process; , ; ^ 

■ (5) Wh(^n there are considerably more projects or programs seeking . . 
support than funds to support them, institutional priorities mpst be very 
carefully established. Witfh a knowledge of what eacU/^ogram seeks to^^ 
accomplish, and what resources each requires, there is a, more rational 
basis for establishing priorities; 

(6) It is hoped that PPBS will p^ 
'^grasp the essence of increasifigly complex institutions ;and units within 
^he* institutions; v 



ovide a "handle" by which one may 



(7) A budget is traditionally viewed as direction to the 

\ ' \ <y / 

institution for discha^rging a responsibility — an accounting of funds spent. 
But "such line-by-line item budgets pro'vide little substance for a useful 
dialogue on the issues of adult education and the latter^s activities. For 
example, most budgeting systems in educational institutions which have a 
adult education department are based on the requests for resources from the 

y : 17 



Jupurt. j^nL htMvls. ClaoSijtal biiJgcLlng techniquos make n» aL*Ur*pt to * 
a;5sesd Lhe contribution of each departmentiil activity towarda organizational 
objectives. If one sums/ this problem over all departments throughout 
an institution then on^ .'must realize tha^t the heatl oC^such an institution 
has little basis on which to evaluate the requesta frqm all the departments 
(or faculties) . Such al situation generally results in a forced delegation i 
of the adminis-trator^s /authority with regard to resource allocation among 
departments. Therefore, each'depaf tmpnt tends to develop autonomously wifh 
respect to the other departments and to the overall objectives of the 
institution. The power and the prestige of the department heads become 
dominating factorsjin the cpmpetition for scarce resources, ^he scSirce 
resources of course may not only be funds, but include office space, cl^ss 
space, equipment, secretarial helpf, etc. ' ' . ' 



(8) The existing techniques of long-range planning currently in use 
throughout public systems of adult ecjucatioti are of negligible value for 
evaluating alternative programs, and do not even question the suitability of 
the existing system. 

(9) The present system of planning, programming and budgeting in 
adult education' Institutions hinders the development of a vast number of 
programs because the system is not adequately geared to handle program 
developnjent, effectiveness measui::ifiment and therefore accountability. 
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PPBS - A PARADIGM 



One institution may vary "from another, concerning the 

implementation of PPBS and accountability; however, the following jten steps 

a' 13' 
suimnarize a normal procedure to follow under most circumstances: j 

t (1) The objectives of the institution must be identified and goal6 

established' which would satisfy these objectives. * ' ^ ^ ^ 

^ (2) All of the programs which might reasonably accomplish th^s^ 

goals are developed. This accommodates and encourages all of the innovation 

an institution might be seeking. 

(3) -The -costs, or resource reqqireipents money, peoiile, facilities'^ 

operational 'needs,' etc. for each of the alternative pr|)grams ape assigned* 

- (4) ^he benefitsr or goal-sati*sfying potential of each of th^ 

alternative programs are identified. This is a dimension required by 

' RPBS and also one of the most difficult to accomplish. It is intrinsic to 

\ -developing priorities. 

(5) To quantif iab*le, costs and benefits, the decision-maker must add 
his owa assessment of the difficult or"' impossible to quantify — quality, 
potential-, political expediency, etc. — and select those alternatives ,j7hich 
appear to best satisfy the objectives and the goals of the institution. 

(6) The long-range fiscal implications of those decisions are tested 
'by projecting their impact over the next five to ten years. 

(7) The annaal budget is developed from the data for the current 
year of the longr-range fiscal projections. 

(8) The program alternatives i^hich were selected, budgeted arid 
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implemented are evaluated to see If the cintlclpated benefits were actaally 
realized. 

(9) The costs of the selected alternatives are reviewed to develop 
new standard^ to be used in assigning resource requirements to new program 
proposals and other alternatives. ^ ^ " 

/ - . (10) The cycle is repeated on a continuous Basis to allow for cji^nges 
in object iyes-^^ aqd goals, , for program innovations, for changes in available ' 
resources, and for changes in the environment in which the institution 
operates. ^' 

SUMMARY ^ * 



Theioverview of accountability and fPBS was de\/eloped to give the 
' / * • ' , " ^ ' " 

following /discussion of cost-benefit analysis (Chapter III) a decision 

11 ►A- ' 

frameworw. Unlike most studies concerning CBA, the subject will not be 

I > * ■ 

{>resentG?d as if it were a unique administrative technique for evaluating 

or developing adult education programs. Rather, one should realize its 

suborylination to a higher form of administrative management. To lie pr^ecise, 

its pldfqe only in 



CBA has its plede only in the third through slx.th steps of the previously 
discussed PPBS '*qaradigni". The CBA technique is not an en^d ^ 
in itself, but merely a practical and beneficial ch^^racteristic of a total 
management system. For a diagrammatic presentation of this subject please 
refer to Figures I and II below. * ^ • * 
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CHAPTER m 

4 

/ . 

COST-BENEFIT ANALYSIS IN ADULT EDUCATION 



INTRODUCTION 



• \, Economists have developed Cost-Benefit Analysis (CBA) -to deal 
with problems related to the comparison and evaluation of alternative 
educational programs which achieve specific objectives. CBA draws its 
tjieoretical basis from welfare .economics, public finance and resource 



economics.''' Jhis body oT wprki especially welfare economics, tries to 



es-tabiish cipnditions fb'r the optimal allocation of resou|rces. In other 
words, to choose an alternative means tc^ achieve an objective whereby no 
other alternative,"' other than the one clj^osen, can achieve higher benefits 

over costs. Because of ifs roots, CBA has traditionally emphasized 

. ■ • . ' ^ 

economic efficiency as the main criteria for judging and ranking project- ^ 

proposals. The best project is the one that makes the largest net contri- 

, bution to National Products 1 . - 

* The discussion of CBA that will follow assumes application for a 

decision-maker who is trying ,to achieve the best possible afllocatlon of a 

fixed budget. Attention will not be /given to the larger question of how 

the budget constraint was established. This latter problem is related to 

the use of CBA at the higher * levels /of an educational hierarchy such as 

the Sighool district adminfstrative Offices or the financial committee of. a 

unive^rsity . Under these circlimstan/ces the decision-makers could and' should 

i 

.use CBA as a deterministic component, however other components suoh as 

•26 \ A 



tradition, inter-related personal motives, "politics" of the situation, ^ 
etc, may be the prime decision factors. 

The above leadg us into two principal limitations (as distinct 

• _ ■ ^ 

2 ^ 

from practice) of* CBA: 

(1) CBA as generally understood is only a technique for making 
decisions within a framework which has to be decided upon in advance 

and which involves a wide range of .non-economic considerations, many of 

* 3 ' ^ 

them a political or social character; 

(.2) Cost-benefit techniques as so far developed are Xeast relevant to 
and serviceable for what one might *call large-si^e iijistituti.onal decisions^ 
especially in developing nations where an investment project such as a 
multi-aniversity system, multi-vocational system, railroad, etc, may affect 
the total population botl> immediately and in the future. It should also 
be noted that the same basic problem or limitation occurs when operating 
budgets are determined for federal gove^rrimentf^portfolios In developed 
nations. In both of the above limitations measurement of costs and benefits 
becomes very difficult and costly. 

In summary .we are concerned with the decision-maker 
who controls an adult education institution such as a high school district 
adult education night system, a manpower training center, a continuing 
education department in a post-secondary institution, etc, who has defined 
objectives for his institution, and who now must decide which alternative 
programs he may conduct that woOld be most efficient in an economic sense 
(given pre-accepted constraints). V 
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STATEMENT OF THE COST-BENEFIT ANALYSIS PROBLEM 



"The aim Is to maximize the present value of all benefits less ' 

4 

that of all costs, subject to '^speclf led constraints/' Although this 

ii , 

statement Is very general It' does enable one td set put a series of 
questions, the answers )to which constitute a general explanation of 
CBA as It Is related tip. adult education, 

(1) Which -costs dnd wh ich benefits are to be Included ? 

i ' ' - 

The program plannet or research analyst is posed with a group of 
rather critical questions at this point. He must decide: (1) which costs 
and benefits are directly related to the specific program, the program s 
activities and. the progxam parti<!lpants; (11) which costs and benefits 
are considered externalities,' that is, those costs and benefits which 
accrue to Institutions^, people or society in general, but are considered 
ap^rt from whoever is sponsoring or participating in the project; (Hi) 
what data Is available dr could be obtained , for a reasonable cost to 
determine answers for questions (1) and (11), and.; (Iv) what course of 
presentation is both politically feasible and institutionally jnost 
J, favourable. In other words, what, costs and benefits can one liot only 
claim but defend. " " 

In theory one would prefer to present the complete costs and benefit 
of an educational program, including the externalities. This, however, is 
somewhat difficult to accomplish, due to the lack of available data. 
Secondly, the components of the benefits and costs could be difficult to . 

• ■ • 31 • 
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defend in a- theoretical sense. To give an example of this very problem 
Table IV, Components of a Benefit-Cost Calculation of a Manpower 
Training Program (Benefits) and Table V. Components of a Benefit-Cost 
Calculation of a Manpower -Training Program (Costs) define the vari'ous 
potential cost ind benefit factors. 

t The benefit to any individual from' an adult education ' program 

such as a manpower training program consists of the net gain in income 

I 

for some specific time period. The net gain in income meaning the 
difference between income received by the actual group which took the 
course (experimental) and those who did not participate (control) . The 
income benefit component is usually determined by regional or national 
average figures for" the positions "that the participants acquire. Certain 
other fringe benefits due^ to the type of job may also be considered as 
^n addition to one's income. The individual, may 'become a salesman and 
be given a company car to use for businesa^and pleasure, or he may work 
for a department store and get 10% off on all purchases. These are 
benefits .which increase one's. real .income since they automatically increase 
the individual's purthasing power. If a program planner att.empts to use 
the government or society benefits as presented in Table IV the problem 
of acjfequate data and defense of specific compon^U^ is obvious. Where 
the program planner or adult education administrator can use the 
components based on a review of related literature or programs in defense 
of his program he should do so. This does not jnean he' must present 
figures, but he does present the fact that 'a j[)rogram usually has effects 
external to the participant and the sponsoring agertcy, 

.The cost data to be considered is usually made available through 
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an institution's accounting department. The cost accountants, using 
standard accounting procedures, will then sub-divide the various costs 
of a program and relate these costs to the participants. Added to these 
institutional cost components, which most, adult educators are aware of, 
will be the participant's opportunity costs, that is, what a person may 
have lost in income if he had a ^ob or if he could have acquired a job 
rather than taking the manpower graining program. This, of course, may 
not apply to^hArd'core unemployables. Other costs to the individual 
would be the loss of any unemployment insurance benefits, welfare payments, 
etc. that may have to be relinquished while attending the' prc^ram. 

As in the case, witK benefits^ only those costs which arfe clearly 
definable 'and related to the institution and participant should be 

r , 

considered. Other costs may be included but only as by-products, unless ^ 
data is available. ^ • . 

' * In concilusion/ the program planner or administrator, ex.cept 
where other data prevails, normally only concerns himself with the program 
benefits and costs as they directly affect the sponsoring institution 
and program participants. He will then be able to acquire most of his. cost 
and benefit data at comparatively little cost (money and time) and will 
be able to defend the financially measured program components. Where 
figures are not available but external costs and/or benefits want to be 
Included In a report, the planner should make reference to valid research 

in related areas. • ' . " 

J- ' . 

(2) How will the costs and benefits be valuated? 

, ' .1?, 

"The essential principle Is that all' prices must be reckoned on 
the same basis, and for convenience this will nt>rmally be the price-level 

«-. . * 

rii5 
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prevailing in the initial year". Therefore, when cpst and benefit 
components are compared, the comparison must be made at a given 
time. Since in most cases the costs and benefits accrue over a period of* 
years, they must be discounted in order to take into account the time 
factor. There are^ three common methods of comparing costs and benefits: 
(i) present value of net benefits; (ii) rate of return, and; (iii) 
be.nefit-cost ratio.. 

6a * * 

As pointed out in Table VI below, the present value of net 
benefits is calculated by discounting the stream of future .benefits back 
to the jpre^sent (usually defined as the time a person or gtoup finishes a 
program), and stibtractii^g accumulated costs from this total (including any 
* interest) calculated at the same time. This will tell us the 



Tabic VI 

The Tbrcc Hcthods of Comparing Bcncflto and Cooto 



ERIC 



Tyre of 
Comparison 



Method of 
Calcula|lon^ 



1* Present Value of 



t°0 (1 4 i)' 



2. Rate of Return 



•t«0 (1 4 r>^ 



Benefit-Cost 
Ratio 



t°0(l -f i)t 
n C^ 
I 

fOd 4 i)' 



Decio;lon Rule 



1. Select the project 
with the higheot net 
benef itq f Irst then 
puroiie oucccfloive 
projects In descending 
order of net benefits. 

2. Select the project 
with the hlRheot rate 
of return (r) , then 
pursue succespive 
projects in descending 
order of r until r 
equals some predeter- 
mined interest rate (i)< 

3. Select the project 
with the highest b/C, 
then pursue projects 
iki descending order 
until B/C°l or budget 
exhauaU?d< 



where B^ " benefits In year t 

C^ " cooto In year t 

n " number of yearu zipanned by the analysis 

i ** social discount rate 

r o i[ate of return . * ^ 
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absolute size of gain due to the program. Rate of return is calculated ^ 
by finding the interest rate that will equalize the present value of 
costs and benefits. This tells us the rate of interest the investment 
in the program is earning. The benefit-cost ratio is calculated by 
dividing present value of benefits by present value of costs. This 
tells .us hqw large the gaiji is relative to the size of the investment. 
The benefit-cost , ratio differs from the present value of net benefits 
because the latter tells us the absolute size of the gain. 

Since the concept of present value is used in all three calculations 
it would be best at this time fo explain this facet of cost-benefit 
analysis, . ' 

Table VII, Present Value of One Period,^ shows »what $1,00 payable 
periodically in the futurq is worth today. This table also assumes that 
the payments will be received at the end of each period; it is, therefore, 
'a table for the present value of an ordinary annuity. The vertical axis 
lists the. years (1 to 50) and the horizontal axis lists the potential 
interest rates (1/2% to 24%). 

Pictorially, the present value of an annuity of four $1,00 payments, 

with interest compounded annually at 5% would be .$3,55, (3,5460 in Table 

8 

VII)-. This may be seen in Figure III below, 

,A11 these form^ of benefit and cost determination are not only 
equal^ly suitable (depending on the situation), biit they have been used in 
real situations and have all been equally criticized. The criticism has 
not been leveled at the logic of CBA, but rather, at the choice of an 
interest rate (i) for discounting costs and benefits. Due to market 
imperfections caused by a monopolistic competitive structure where therfe 
are so few competitors that they can control the market for funds available 

r 

33 37 > 



Table Vir 
Present .Value of 1 Per Period 



All = 1 - (1 + 1) 
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1% 


n 
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Figure III 
Present Value of an Annuity of 
Four $1^00 Payments. Interest 
Compounded Annually at 5%^ 
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for borrowing (government's ability tomorrow at below market interest 
rates), investment decisions may not be appropriate and failure to 
correct for''thes^e distortions is likely to lead to misallocation of 
Investment projects. As irjdicated by Table VII, if the government can 
borrow funds at 5% rather than the market interest rate of 8%, over a ' 
period of 20 years it has added considerably to the value or benefit of 
. Its project (12.4622 vs. 9.8181). But is thi6 a true reflection of the 
project's benefit? By using- the going market interest rate which assumes 
a more competitively based determinant, would not another alternative be 
acceptable? 

• \ ^ • 

The internal, ratd. of return -(r) has come into prominence partly 

i because, i^ eliminates investment decision-making's, crucial dependence on 

the interest rates used to discount the costs and benefits. Since it 

gives us the rat^ of return for a group of alternative investment proposals, 

^ the only program decision rule to follow is to choose the program with the 

highest internal rate of return (r) 

The above form of calculating a program's costs and benefits has ^ 

ii# ■ ^ ■ 

also been criticized on the grounds that there may be more than one value, 

** • . 

of (r) that Will satisfy the equation. In other words, occasions appear* . ' 

when an investment has more thap on^ intern<atl rate of return. 
« ^ . * 

In dumraary*, one may^conclude that although all three" investment 

decision criteria are used, all three have thetr own specific' imperfections. 

"In -most cases, the choice of 'method is one of convenience, and all three 



" ' iff S 

methods will yield identical or closely similar project rankings". As 



far as determination of the internal rate- of return is concerned it 
•becomes an iterative process; as far as determining the 'interest rate for 
the present value of discounted benefits and costs one may consult recent 

35 



literature covering projects related to those under discussion or . • 

discuss the 'matter with public finance experts. To quote Prest and 
_TwrVey, "No one has been able to unscramble an omelette".'''''' 

(3) What are some of the limjLtations rela^ted to CBA ? 

Although the prior discussions of interest rate and cost*-benef it 
determination appear to present a rather straight forward method of 
operation for the adult educator, there are certain limitations or 
constraints that one should ll)e aware of before embarking on CBA usage. 
.These limitations are divided ^Lnto two parts: those dealing with costs 
and thosa dealing with benefits and interest rate. 

There are four basic problems one epcounters when evaluating costs: 
(i) The first, and most obvious problem in determining the, cost 
of some adult education activity is lack of adequate cost accounting data. 
For some unknown reason, all levels of government, especially where education 
is concerned, have been slow to adopt comprehensive, accounting pripciples *.and 
practices that permit cost calculation for Specific activities within afty' 

defined agency or department. The result of this non-P"PBS approach to 

* ,.''»*> ^ 

activity /determination is a dependence by program planners on educated 

• / . ■ • ( 

guesses yconcerning program costs. ' 

Irhis introduces a more subtle problem — the use of avej'age' rather 
tlllan marginal costs. This occurs because average costs can be calculated 
with less detail than marginal costs. Marginal costs, however, should be 
used because, they tell one how much, the total costs of some activity will 
change when there is a change in the^level of activity by some small amount. 
Average costs can be used only to "look in the mirror to see where we have 
been" aYid to help us decide whether we should have' been there in t^e 

• ' , , ■ • ■ 40, . 
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fi^rst pLice, /\verage cost data caiinol trll onr whrtlu-r he sht^uld 

.recommend expanding, holding constant, or (lerriMiiin; the level of an 

adult education program. 

(iij Tfie ^^ond^ ptoblem relates to joint costs, that is, when a 

given expenditure serves more than one* \actlvlty either simultaneously or 

In sequence. This is a common occurrence when use of a capi^tal facility 

(building) or an administrative service (janitorial) is involve'd. The 

problem is two-fold: (a) to recognize the occurrence; (b) to 

decide what portions of the joint costs to allocate to various activities.' 

6 - . - 13. 

Although "there is no * right* way to do this'% one must still rely on 
good judgement when determining joint cost components , 'and , accurate cost 
accpunting data. " % • ° ^ 

(iii) The third prolplein faced by CBA analysts is determining program 
participant opportunity costs, that is, what must they give up in or^der 
to attend an educational activity. In the case of manpower training ' 
programs, the opportunity, costs generally consist of earnings that the 
participants may fotego. , The earnings may consist of transfer payments ' 
from government agencies such as welfare benelfits ot dnempioyment instftaijce 
benefits, or salaries from a regular jo]b. Wher^ opportunity cos.ts^ may 
not be considered a factor, such as in a normal night school' situation, 
then they are not used in the cost calculations. 

(iv) The fourth problem related to cost estimation is defined 
as price distortions. Such distortions emerge because of. the price 
advantage held by government units in purchasing material and non-payment 
of sales I and property taxes. Economists disagree over whether a price 
adjustment should be made, although normal practice is -not to make such 
an adj ustment * . 



There a,re four basic problems one eilcounters when evalOatlng 7V » 
benefits: , . \ « . 

• «... 

"I ■ . . ■ . 

(i) The first problem Is finding an appropriate contror group. ^ 

- ■ " " ' • * « ■ ■ ^ ■ * *** 

Although program evaluafcors or program planners haVe^used one or more j 

separate control groups j.n *order to isolate a program* s effect on lt*s 

participants, there *ls a lack of agreement over what determines an 

" , • • , » ■ , » _ ^ 

adequate c|onty'ol group. This has resulted in the use o\f different control 



groups in different atu.dles. The latter aspect leads to a great deal of 

>•/ ' ' 14 

difficulty when. one attempts to compare related CBA studies. 

,(11) The second problem, as .in estimating 'costs, concerns a lack 

of data for estimating benefits. Thls^was discussed plreyiously when one . 

I ■ \ ■ ■ ' ' ' 

realized what benefits go beyond the program participant and. into other 
government agencies or th^ society in general. Although these-'so-called 
externalities are usually .ignored, their inclusion ?should be considered. 
The la'ck of direct cost accounting 'data also forces the analyst to depend 
on average rather than marginal data J 

In addition, to the potentially measurable econoilaic benefits 
discussed above, a significant group pf benefits may exist that do not 
generally lend' themselves to quantification but^ should, where possible, 

be included in any adult education planning project. These "non economic" 

- \ ■ 

benefits are: . ^ 

- "Consumption value of the training and education (many people 
enj(5y the training and education procesi^ Itself, and thus 
derive benefits simply frcJm participation. ) ; (2) benefits 
society may receive from its cl^tlzens participating more in 
public affairs (assuming that those with more education and 
income do more of those things Included under *good citizen- 
ship*); (3) the individual's satisfaction in being successful 
^in his chosen vocation; (A) value of options to the trainee 
for further education and training madfe possible by » ' 

participating in any one program;^ arid (5) value of redistrib- 
uting income in a more Vequltable* manner. "15 
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(iii) The third problem relates to the Unicoi t| discoi.ru riCt^^ 

. ■ • ■ . ^ • - . ' : • 

for the present value detertnina|tion. If the di ount 'rate ir tx)0 small 

1 - 

then the benefits will be overestimated; if the rate is too high the 
oppiosite will occur. "Unforturiately ; little agreement exists over how 
the discount r^te should be sejLected , let alone what ^e resulting 
•correct' rate is"."''^ The U.S. 'Army Corps of Engineers has* used a rate 
as low as 3-1/4% for flood control procedures, "^^ however, .studies in the 
area of adult education normally utilize discount rates- between 5 and 
15%, ■'•^ with emphasis on the 8 to 12% levels."''^ 

As far; as economists >are concerned, the problem "is partly a 
matter of d'iff erent . interest theories and partly a matter of how 

particuTar economics tick at particular times- — do governments intervene 

* T - . 

in capital markets with any effectiveness, how well organized and unified 

' ■ ■ . • ^ ■ ■ ^* ■ • f- ) 

is the papital^'marke^t in a country, etc.?"* * 

If the adult educator follows the general norm presently being 

used, one would have to say that a 10% discount' rate would, iri most ^ 

respects, be acceptable; 'althoughAhi^ rather high rate would^ along with 

the non-measurable benefits, be a somewhat conservative figure and may ' 

underestimaite benefits.^ \ * ^ ' ' • 

(iv) The fourth problem^ which is closely" related to the discount 

rate consideration, is the sel^ctior^ of a time horizon. It,.is not the 

ft ' ' 

specific number of years that may cause the problem, it<>^is'the underlying 

t ' • '•_••* 

assumptions^ When a time horizon is longer than two ye^rs benefits must 

# 

be estimated by some method of extrapolation, therefore one* assume^: (a) 
using a cross-section analysis is a satisfactory prediction of future 
benefits; (b) the income of the participants will remain relatively ^ 
constant throughout the remainder of the working life;' (c) the Income of 

, 43 ' 
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i ^ . ■ ' ■ 

the particSipants would have to remain constant if they had not become 

' • i ■ , * ' . ' 

pa.rt of an\education program, and; (d) all of those who found jobs would 
reinaih'*lmployed throughout the remainder of the period^sed in discounting 
the benefitis% , 



SIMIARY ^ ■ 



"The various ways in which the extrapolations have been made 
reflect .differences in approach to handling uncertainty. - . 

-Uncertainty arises beciause we do not know the actual path of 
benefits, and have no good way of predicting what -events might ' 
occur to affect those paths. Industrial composition might 
change and bring a change in demand for skills.' Dramatic 
techno^b-gical breakthroughs might eliminate the need for some 
^ « skill almost overnight. Institutional arrangements might change 
and affect earnfings*. Thelse possibilities "cannot be predicted.v"21 

As with ai^y form of rationale us^d for the development and evaluation 
of an adult education program, CBA is one additional t;;e^hnique. Its^ present 
popularity is derived from two< basic sources: ,(1) the funding organizations have 
observed economic output from other non-educational put)lic agencies such 
as the U.S. Army Corps of Engineers, and have observed how these ^igencies 
find it relatively easy to influence, funds toward th^ir agency needs; 
(2) on the other hand, economic analysis has an output which most everyone 
can understand — r-the dollar and cents value of an educational project. 
The sociologist, psychologist and educator usually have a difficult 
time presenting their rationale to public (or private) administrators who 

.V. 

must take responsibility for funding projects. The social scientist, in > 
reality, speaks a non-understandable social sci^ence language; and the output 
of A particular adult education program couched in such terminology, when 
Compared with a monetary output; becomes second best to a third-pairty 



dedision-majcer . • ' ^ 

In conclusion, one can assume> tHat CBA as an -alternative ,form 
of project rationale is quickly becoming equal to other social sci<4nce 
.rationales. An example of CBA^s ifse in adult education will follow. The 



presentation will be made using a simplified ^example" drawn from' a 
retraining program presented under the U.S. Manpower Development Act. 
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CHAPTER IV 



A COST-BENEFIT ANALYSIS EXAMPLE 



A 

INTRODUCTION 



In order to aid program coordinators concerned with the U.S. 

r 

Manpower Development Act and Its Implementation, It proved useful to 
examine the .costs Incurred and benefits derived from retraining 907 men 
and women. Using economic efficiency as the prime objective, the net 
benefits and costs-accruing to the agency and partlclpa;cits were measured. 

. THE tBA PROCEDURE 

The presentation of the methodology and data will follow four steps.* 

(1) Deterininatlon of Gi^oss Benefits and Costs to the Program 

Since all costs may be expected to accrue during the training ppriod, 

there is no need to reduce them to present value, and the total cost 

equation may be written as: -* „ 

C^ = C+ C+C, + c' 
t ' e m k s 
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where: ' , ' 

= total costs ' 
t , . - ' 

C "'''educational costs 
e 

C = subsistence costs " * ' 

m 

= capital costs 
C ^ supervision 

Using the costs Incurred In t)ils case, total costs of retraining may be . 
computed for the group. Gross benefits to be derived from retraining In 
terms of the efficiency objective may be measured as the change In Individ- 
ual Income streams* 

Table VIII 

Costs of Retraining 

Xultlon - $ 567; 10 (average) 

Subsistence during Retraining ' 143,000.00 (total) 

1959 Employment Compensation 24,000.00 

Net Subsistence during Retraining 119^000.00 

Supervisory a - 

Travel b 

Number Traltied 907 



/ 



C^==C + c +c, + c 

t e m k s 

« 907($567.10) 4 $119,000 + 0 + 0 
° $633,359.00 

a 

Supervisory expenses were of co'urse not zero but the program 
was administered through regular machinery and no estimates 
were available. 

b 

' Travel allowances were negligible in this case study 

"* th 
Denoting b. as the benefit of the 1 individual, y- as the. Income of the 

1 ' ** i . 

th 

1 individual with retraining, Snd y^ as the income of the 1 individual 



without retraining, we may ,write: 
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and summing over the' group of all re trainees, one obtains 

Since the average group Income with and without retraining will be used 
^ . - 

rather than Individual gains (or losses), the benefit equation may be 
rewritten as * . 

0 

where B Is the total benefit for the group, and N Is the number of 

) 0 

retralnees. Or, for the sake of simplicity: 

B " Y- - Y 

1 o ' 

where* the Y*s denote total group Income with and without retralrilng. 

In this regard, three refinements must be made. First, an 
Individual's Irfcome with and without retraining may Include transfer 
payments from unemployment compensation (U.S.) and welfare. Since only 
^earned Income may be taken as a measure of productivity, transfer pajrments 
should be deducted from total Income to determine net gains to an efficiency 
criteria. Denoting total Income with and without retraining as Y^^ and - 

Y and totair'tranVf er payments t^ith and without retraining as Y and 
to Pi 

Y the benefit equation may be written as: ' " \ # 
Fo , * • • 

B = (Y - Y ) - iY^ - Y ) 
1 Pi *^ "^o Po 

And, uding the statistical summaries of the Information supplied bjr ttie 

trainees, the gross benefits may be calculated. (See Table IjJ.O 

Costs of the program were conveniently divided into four classi- 

• ' \ 

flcatdons: costs of education, costs of subsistence allowances includlngX 

transportation during retraining, costs of supervision and capital costs. 

Costs of education or "tuition" included such items as rental on 

equipment, facilities and instruction. Subsistence- trosts 're(}resent a 
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Table IX . 
Gross Benefits to Retraining 

Gross Benefits to Retraining 
Gross Benefits 

Total Income with retraining $ 3,823 (average) 

Total Income without retraining 2,847 

Increase 976 

Per cent Increase 34.2% ~ 

Ti^ansfer payments without retraining 24,000 (total) 

.Transfer payments with retraining « , 8,000 ^ \ ^ 

Decrease 16,000 V 

Per cent decrease 66,7% 
Number of tr^alnaes who found jobs using training skills 438, 

B = [(3823)'(43S) - 80001 - [(2847)«38) - 24,000] 
. = 443,488 
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somewhat more complex problem: \ 

* I * . 

"The M1)A provides for subsistence allowance's for trainees 
and their families totaling, not more than the amount 
qualified for under the Respective state unetnployment 
compensation allowances.^ Moreover, these allowances are 

'provided only ±( funds are not available throygh unemploy- 
ment compensation. Therefore, only the dif f er^entlal 
amount sliould be charged to the retraining program, since 
presumably this cost .would be Incurred regardless of the 
existence of a training' program. In the Massachqsetts 
case, subsistence chargeable to retraining amounted to 
approximately 83 per cent of total subsistence" during the 

' training period. The Act provides for subsistence for a , 
period not to exceed 52 weeks. Anyone undergoing training 
in excess of one year would be forced to procure funds 
from some other sources."^ 

Supervisory costs were not zero, but the program was administered 

througti regular machinery and no estimates wer^ available. 

As far as the capital costs dre concerned, t'^hese : 
* » ^ • * - . 

. "Capital costs for retraining under the MDA will tend to be 
negligible since the Act requires the Secretary of Health, 
Edpcation and Welfare to provide training facilities tlirough 
agreements with the states andl states* vocational agencies. 
Thfe states nre in turn to provide for such training through 
^ ' - existing pqblic education agencies or institutions. If state 
facilities are inade^juate or Inappropriate to this purpose 
arrangements may be made with private educational and training 
organizations. Funds.^are, at the present time, intended only 
to make minor repairs deemed necessary for adequatis training. 
In the Massachusetts case no qapital costs were incurred that 
were attributable to the training program. "2 

(2) Determination of Non-educational Variables Affecting Income 

. '"^Allowances must be made for c yclical changes in the economy. 
If improvement -in income should be attributed to improvements 
ji^n tbe overall economy, as for example, between a pre-war ' 
and war-timq economy, benefits cannot be reasonably be 
attrihutrd .solely to- retraining. Similarly, if there has been 
a downturn in t!ie economy this too must be taken into^ account 
in evalii.Uing benefits td retraining. To do so^w^ will let fil^ 
represent the per cent of income attributable to retraining 
-after allowing for changes in the economy. To determine 0 , 
the*net change in income during^ the training period of a 
* control group was measured. The group was comprised of a 

random sample of individuals in the* Central Claims File of the 




Bureau o£ Employment secnt * L ' -ivu 
similar to those oE the trii'V:*^, 



u'x 'baracte 1 'tic'i 



There are two significant f.iCwOrs tn Uq considered in 
determining the ^ factor Tor the hiacflt equation: 

(1) the change in Income of (fu* control group, and 

(2) the nature of the increi-^;*, whether earned or trans- 
fer payments. Denoting Y^^ :ind ^ ns the change in 

total . income^with Y and Y as the change in transfer 

payVnents of the control group during the training period, 
the general economy factor expressed ^is a per cent may be 
writtfeA as:"3 ^ ' 



Table* X 



Control Group Experiences . 



= 100 - 100 



(y ^ ~ Y ) - (Y ^ - Y ) 
ct, cp, . . ct cp 
1 *^1 . o *^0 

Y , - Y 
c t cp 
o ^o 



and the benefit equation now reads 
. B =JZ^[(Y,,_ - ) - (Y^. - Y^ )] 



'TJierefore: 



Total Income after the training period 
Total Income before the training period 

, Transfer payments after the training period 
Transfer payments before the training period 

XjJ" Number In Control Group 104 



$ 3,854 (average) 
3,489 (average) 
26,000 (total) 
20,000 (total) 



^ = 100 - 100 



(Y , - Y ) - CY ^ - Y ) 
ct, icp, ct cp 

1 "^1 0*^0 



Y ^ - Y 
ct, cp^ 



inn inn[ [l04(3,854) - 26,000] - [104(3.489) 20.000] 
luu - luu] 104(3,489) - 20,000 



=*-100 - 100 

=» 100 - 8.7 
^ ° 91.3 



/ 30,000 ] 
1344, 000 j 
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*' ✓ 

(3) Determining Present Value of the' Benefits Less the Costs 

• . *» 

"Gross benefits accruing in future time periods must be 
). reduced to present value to be compared wi-th costs occurring 

' at present. To do so a time petiod must be selected which 

reflects 'the remaining working life of the trainee. In the 
case study the average age of the trainees was 30 years. It 
is assumed that they woultj be eligible for retirement at. the 
age of 65, and that therefore the average remaining working • 
*^ * life (time period for the present valye factor) would be • 

35 years. , " 

" More difficult is the problem of choosing the ifiterest rate 
to be used in discounting future benefits. The tendency 
here should be to select a reasonably high rate of- interest 
( since, in such cases, one is concerne4 more with itranediate 

payoff rather than long-term benefits accruing to future 
generations. Furthermore, as an employee increases in ag^> 
the greater likelihood th^t: -(1) he will be eligible for 
*early retirement, and (2) l^e will have fewer financial 
responsibilities. In evaluating the case study future 
benefits were discounted at a rate of 10 per cent."^ 

Table XI . ^ 

^ Present Value Factor 

Average Working Life of Trainees 65 years 

Average Age of Trainees ^ 30 years 

Time Period for Present Value Factor 35 years 
Rate pi Interest to Discount Future Income 

to Present Value 10% 
Present Value Factor (See Table IV) 9i.644 

\ ■ ' ' ^ 

"Other benefits to efficiency wbuld be the difference between 
consumption of public goods and services and the amounts paid 
in taxes for goods and services with and without retraining. 
These benefits, although important, will not be considered 
here because of the difficulty of measuring them, but they do 
exist and should be kept in mind."^ 

Net benefits resulting fr^om retraining may then be written as: 

.V, ■ ^ 

* N = PV (B), - C 
Using the gross benefit and total .cost calculations from Tables 
VII-XI, the rfet benefits occurring as a result of retraining in. this 

1. • 

• ' ' . ■ : .54 

' 50 , 



ERIC 



instance limount to approximately $3,266,641, as depicted in Table XII: 

O - 

Table XII " * , 

Net Benefits of Manpower Training Program 
N = -PV (B) - C ' ^ 

9.644(91.3) (443,488)-633,359 

-> * ' 

= 3,900,000 - 633,359 

= $3,266;641 ' . . . . 

(4) The Major Assumptions 

The major assumption^ are based on the previous discussions 

and sjpeak f6% themselves: 

« • . * 

(i) ihcome of the retrainees remains relatively constant 
throughout the remainder of theii: t^orking life;* 

(ii) It is assumed that without retraining the incomes of the 
trainees ^ould havd, on the average,* remained constant; 

(iii) It is assumed that all of those who found jobs would pemain 
employed throughout the remainder of the period used in discounting 
gross benefits; . . 

(iv) Th6re is no displacement of workers as a«result of retraining; 
(vj Administrative costs were negligible. 



SUMMARY 



r 

The following explanation of QBA should make the teader aware 
that this method of program planning or evaluation cSnnot be used without 
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reference to the administrative framework conceived for. and conducive 

* ^ \ • ** « " 

to Its application.! It is -the educationalist working within the Instl- ' 

ft 

tutional structure who determines the boundariles of CBA through the 
Planning, Programming/ Budgeting Bystem^s process. Thevarious^^ 
political, legaj., educational, budget, community, etc. constraints 
allow CBA' to work in a macro or aggregate framework coveri-ng many 
institutions, as Well as. in a decision-making atmosphere where the ^'dult 
education o'bject'ives have been pre-stated. 



CHAPTER V 



SUMMARY 



Accountability has been defined as a process designed to ensure 
that any individual can determine fOr himself if the particular educational 
institution is producing the promised results. 

In order for accountability to become operationalized in an 
institution it has been .suggested that an acceptable and workable manage- 
ment system for decision-makingjand expenditure allocation be ^adopted. 
This so-called system has been referred to as the Planning, Programming 
and Budgeting System, jj- • '. ^ 

Planning, Programming and Budgeting. System involves the selection 
of long-range educational objectives, decisions' on specif ic cour^^ of 
^tion to be followed, and translation of planning and programming 
decisions into specific financial plans for relatively short time periods. 

An overview of the demand for Planning, Programming and Budgeting 
System was presented as a rationale for its increasing acceptance, and a^ 
ten-step, procedure developed for generalized' use in any educational 
institution. Within this tejn^step procedur'e, cost-benefit analysis was ) 
introduced as one of the many possible program evaluation techniques. 

Cost-benefit analysis has traditionally emphasized economic 
efficiency as the main criteriop 'for judging and ranlcing educational 
program proposals.', l^owever, as mentioned previously, this evaluation 

■ ' . . , • - 
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technique is only one. of many possible wiy-i (»t j L, in;-; i prog .1' . j. t. , 
and must be used in coordination with more trad L r Lonal ovhluaL'ion techniques 
based in sociology, psychology, etc. 

An example of cost-benefJLt analys is , us ing a manpower training- 
program, was presented to allow the reader to understand the sccipd-and 
limitations of the technique.' • . * ' * • - 

Adoption of the accountability -concept with an economic reality 
supetimposed through both an administrative decision-system (PPBS) and 
evaluation technique (CBA) appears to be a hard fact of educational, 
progress. As ^this adoption process takes .place in specific adult education 
institutions it will be most important for all administrators and program 
planners to understand the total process and use it to their greatest 
possible advantage. 

It has therefore been this author's objective to presents a somewhat 
detailed overview of an emerging decision-system so that concerned adult 
educators begin to develop a comprehensive understanding relative to their 
own needs-. ' * 





n 



6 



55 



59 



'BIBLIOGRAPHY 




1. "Accent on Accountability," Administrators Swap andySTVp^ , 
National A|s6cia.tion for Public Contftiuirig and AdVl^ 
Education, Washington, D.C.: Vol. IQ, No. 1, 0ct6ber\ 
^ ^ 1971, p. 1. 

* <— * " * \ 

.2. Annual Report, 1970 - 71 , Manpower and Innnigration, \ 
Cat. No. Mftl-1971, Information Canada; Ottawa: 1971. 

3. Benton,' J. B. and A.J. Tenzer, Program Budgeting and Executive 

Commitment , unpublished working paper. The Rand Corporation, 
Santa Monica, Calif.: July, 1969, 37 pp. , 

A. Brandwood, C, A Program Budget Model for Selected School \ 
Program in the Province of Ontario , unpublished M.B.A. 
-thesis, U.B.C., Vancouver, B.C.: March, 1969, 132 pp. \ 



5. ., "Program budgeting. Some Aspects of Accounting 

\^ and Presentation for School Boards," School progress , 

* * August, 1969, pp. 44-51. ' • 

6. Corbin-, D.A., Accounting and Economic Decisions j Dadd, 

Mead iSi Co.; Toronto: 1964. ^ 

'"^ ' * > 

7. Damp, H.S., "Programme Budgetingjj" School Progress , June, 

1969, pp. 46-57. 

. ' ■ I . ^ 

8. Davie, B.F., "Benefit/Cost Analyais of Vocational Education: 

A Survey," in S.L. Barsby, Cost-Benefit Analysis and 
Manpower Programs, O.C. Heath & Co.; Toronto,' 1972. 

9. Dyer, J.B., l^he Use^of PPBS in a Public System of Higher 

* Education: Is It ^Cost-Effective *? unpublished working 
paper. The Rand Corporation, Santa Monica, Calif.: 
Sept. , 1970, 19 pp. 

10. Educat:|.on Finance in British Columbia — 1971 , British * .9 

Columbia Teachers' Federation, Vancouver, B.C.: June, 
^ 1971,^24 pp. ^ > . . 

11. Education Newsletter , Kates, Peat, .Marwick & Co., Vancouver, 

B.C., Vol. 3, No, 2, October, 1971, 4 pp. 

12. Elam, S.,' "The Age of Accountability Davms in Texarkana," 

Phi Delta Kappan , June, 1967, pp. 509-514. 



ERIC/ 



5(1. 

•n 

> 



60 



Bilpllography 

13. Etherington,^N^.D. and R.F^ Vancl4, "Systems and Simulations: 

New Technolo^gy Goes to Work on Decision-making," College ^ 
and University Business > Vol. 46, No. 3, March, 1969, 
pp. 55-62.' V 

14. Farmer, J., Why Planning, . Programming and Badgeting Systems 

for Higher Education , Western Interstate Institute for 
Higher Education, Boulder, Colo.: Feb. , 1970, 24 pp. 

15. Fergerson, R.G., "Guide to Budget Pteparation," School 

Administration , November, 1967, pp. 31-40. 

16.. Gulko, W.W. and K.M. Hussain, A Resources Requirements 

^ Prediction Model, RRPM-1 An Introduction to the Model , 
Nati-onal Center for Higher Education Management "Boulder , 
Colo.: October, 1971,, 39^pp. ' 

17. Harden, E. and M.E. Borus, The Economic Benefits of Retraining , 

D.C.Ifleath & Co., Lexington, Mass-. :. 1971. 

18. Harlacher, E.L. and E. Roberts, "Accountability for Student 

Learning," Junior College Journal , Vol. 41, No. 6,- March, 
1971, pp. 27-30. 

19. Hettichj W. , Why Distribution is Important; An Examination 

of Equity and Efficiency Criteria in Benef j^t-Cost Analysis , 
Infbrmation Canada, Ottawa: 1971. . . 

20. Immegart, G.L. and F.J. Pileckl, "Assessing Organizational 

Output: A Framework for Some Implications," Educational 
Administration Quarterly , Winter, 1970, pp. 62-75. 

\, 

21. Jordan, B. , "Educational Accountability: A Grtfciial Question," 

Junior College Journal , Vol. 41, No. 6, MaVch, 1971, 
pp. 23-25. • ' • \^ ^' 

22. King, E.L., "The Marketing Concept," in G. Schwarb^, editor. 

Science in Marketing , John Wiley^ N.Y.: 1965, pp. 65-95. 

23. Lahti, R.E., "Management by Objectives," College and University 

Business , July, 1971, pp.r\31-33. 

24. 'Morrell, L.R. , "A Look at Program Budgeting," Educational 

Record , Summer, 1969, Vol. 50, No. 3, pp. 286-289. 

25. Nbrdh, D.M. , "Emphasis : Accountability and The Community 

College," Uunior College Journal , Vol. 41, No. 6, March, 
1971, p. 3. 



ERIC 



57 



^ Jiblipgraphy 



26. Oberlander, F,, R eport of tlie Chairman of the Vancouver 

School Boar d, unpublished report, Vancouver School Board, 
Vancouver,' B.C.: 1970, 2 pp. • ^ 



27. Parden, R.J., An Introduction to Program Planning, Budgeting 
and Evaluation for Colleges and Universities , Universit 
of Santa Clara, Santa Clara,. Californ-ia: July, 1970 



eting 
, 204 V- 



28. Planning-Programming-Budgeting Analysis Glossary , U.S.G;A.O. , 

Washington, D.C.: January, 1968, 12 pp. ' . 

29. Prest, A'lP. and R. Twrvey, "Cost^^^nef it Analysis: A Survey,'* 

The Ecohomic Jour.nal , //300, Vol. 75, December, 1965, pp. 665-692. 

30. Rogers, D.C. and H.S. Ruchlih, Economics and Education: Principles 

' and Practices, The Free Press, N.Y. : 1971. 
— i > ' # ' 

31. Samuelson, P. A. and A. Scot t. Economics An Introductory Analysis , 

McGraw-Hill; Toronto: J966. 

32. Shanberft, M.S., "Individualized Instruction Systems^" Junior 

College Joiirnal y Vol. 41, No. 6, March, 1971, pp. 46-49. 

33. Sonuners, C.G. and W.D. Wood> editors, Cost-Benefit Analysis of 

Manpower Policies , Hanson & Kdgajr; Kingston, Ontario: 1969. 

34. Steele, S.M., Cost Benefit Analysis and the Adult Educator — 

A Literature Review" , ERIC ClearinghQuse onfAdult Education, 
Syracuse, N.Y.: July, 1971, 28 pp. 

' \* 

35. Thompson, 13. L,, *'JPBS: The Need for Experience," T\ye Journal of 

Highc^r Education , Vol. 42, No. 8, Novembd^, 1971, pp. 678-6W. 

36. Wynne, E., "School Output Measures ns Tools for Change,"" 

Education and. Urban Society , November, 1969, pp. 2-20. ' 




